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INTRODUCTION

| am Dr. John S. Fitzpatrick. | reside at 218 8" Ave, Helena, Montana, 59601. | am
Executive Director of Mergers and Acquisitions for Touch America, Inc.

Touch America, Inc. is headquartered in Butte, Montana. It is a wholly owned
telecommunications subsidiary of the Montana Power Company. Touch America, Inc. operates
one of the largest fiber optic networks in the country with 12,000 route miles of fiber currently
completed, afigure that is projected to increase to 26,000 miles by the close of 2001. Much of
our network is located in sparsely populated, rurd aress of the Rocky Mountain and Gresat
Pains gates. Exhibit 1 shows the company’s fiber routes as they currently exist and how they

are projected to grow during the next severa months.

Touch America s principd lines of busnessinclude:

1. Serving as a wholesdle provider of trangport services to other telecommunication
companies from smdl rurd cooperatives to the largest, investor owned
interexchange carriers.

2. Providing retail telecommunications services to resdentia and commercid customers
induding:

a Long Digtance

b. Private Line ATM, Frame Relay

C. Internet

d. Cdling Card, and

e 800/888 inbound services

3. Serving as a supplier of telecommunication equipment for commercia gpplications (e.g.
PBX and Centrex Systems) in severd Northwestern States.

4, Providing fiber optic condruction services for other telecommunication companies.
Touch America, Inc. is currently overseeing the congtruction of sx mgor fiber
routesfor AT&T.

5. The company recently started to provide locad access services as a competitive Local
Exchange Carier in the date of Montana We ae currently negotiating
interconnect agreement in the remaining 13 US West states.

6. Touch Americais currently ingtaling LMDS networks in 25 cities in the Northwest and

upper Midwest. Thefirg of those ingdlationsin Billings, Montana was the first
commercid use of this technology. Currently this service is in operation in



Billings and Butte Montana; Wala Wadla, Washington and Casper, Wyoming.

7. Touch America is aggressvely working to deploy PCS sarvice through a variety of
business arrangements.

Notwithstanding its locetion in the rurd West, Touch America, Inc. has built a successful
telecommunicaions business. Current annual revenues are projected to exceed $100 million in
2000 and the company is profitable. Touch America believesits successis directly related to its
ability:

1 To efficiently congtruct low cost telecommunications network.
2. To offer its customers a qudity telecommunications product at a competitive price.

3. To establish cooperative supply and marketing relationships with other carriers for the
mutua benefit of the carriers and their customers.

During 1999, Touch America, decided to increase its focus on supplying retall
telecommunication services and, to that end, has entered into a series of srategic partnerships,
which will greatly enhance the ddivery of the company’'s services particularly in rura aress.
Those partnerships include:

1 Touch America Colorado, a joint venture with New Century Energies to provide
telecommunication services in the Denver Metropolitan Area.

2. TW-Wirdess, ajoint venture with US West Wirdless to provide PCS services in 22
BTA'’s extending from the crest of the Cascade Mountains in the State of
Washington to Western Minnesota, including the states of Idaho, Montana,
Wyoming, North and South Dakota.

3. Taking an equity postion in Wirdess North, LLC, a PCS company crested by a
consortium of Minnesota Telephone Cooperatives and smal  Independent
Teecommunication companies. Wirdess North's license areas are in the
Dakotas, rura western Wisconsin, and Minnesota outside the Twin Cities.

4, lowa Telecommunication Services (ITS), ajoint venture involving Touch America, Inc.
and lowa Network Services, another consortium of cooperatives and
Independent Telco's. It is purchasang GTE's telephone exchanges in rurd
lowa.

5. MEDNET, a patnership between Touch America and St. Patrick’s Hospitd in
Missoula, Montana that is providing telecommunications equipment and long
distance and private line services to hospitds and clinics in western Montana.



On Thursday, March 16, 2000, Touch America, Inc. announced plans to acquire the long
distance assets of Qwest Communications in the 14 state region served by US West. Qwest is
to divesting itself of these assets as a condition to its proposed merger with US West. For
Touch America, Inc., the proposed acquidtion will greatly accelerate the growth of the
company, and it will make us one of the larger suppliers of telecommunication services in the
rurd West.

SECTION 706
Section 706 of the Tdecommunications Act of 1996 encourages

“The deployment on a reasonable and timely bass of advanced telecommunications
cgpability to dl Americans...”

Where, advanced tedecommunication capability is defined as

“A high-speed, switched broadhead telecommunications capability that enables users to
originate and receive high quality voice, data, graphics, and video tdecommunication,
using any technology.”

Section 706 provides a great opportunity, as well as a great chdlenge to Americas
telecommunications industry. At Touch America, the emphedis is on the opportunity provided
by Section 706, not the problems or challenges that may be encountered in providing advanced
telecommunications services to dl American's. If Congress will stay the course, and dlow
competition to develop and flourish within the tdecommunication industry, companies like
Touch Americawill help the nation achieve the god set forth in Section 706.

RESTRUCTURING OF THE AMERICAN TELECOMMUNICATIONS
INDUSTRY

The divedtiture of AT&T in 1982 completely restructured the American tdecommunications
indugtry. The respongbility for providing loca access service was shifted to seven Regiond Bl
Operating Companies (RBOC) and the long distance business was opened to competition
which, ultimately, provided consumers with more product choices and lower prices.

More recently the industry has continued to restructure itsdf with the RBOC's entering into
mergers with each other and with Interexchange companies. At the same time, the RBOS's
have divested themsdves of large numbers of rurd telephone exchanges in an effort to
consolidate operations and focus on the large urban markets. For example, during the past five
years, US West has offered 70 of its Montana rurd exchanges for sde and has undertaken
gmilar initidives in the other dates in its region. In late 1998, GTE announced a repostioning
effort that included the sde of about 1.5 million access lines in the rurd areas of 13 western,



mid-western, and southern states.

At firg blush, these actions might be misconstrued as reducing telecommunication opportunities
for rurd resdents and businesses. Actually, the opposite is the case, for two magjor reasons.

1.

In many cases, the RBOC' s had neglected the rurd exchanges being sold.  Equipment
was obsolete and service kevels poor. The rurd exchanges were seen as an
obligation rather than as an opportunity.

While the RBOC's sdlling the exchanges did not want to be in those aress, the sde of
these exchanges provided red growth opportunities for new companies
interested in and committed to serving rurd customers. These companies have

not only purchased the exchanges, but have upgraded them, improved service

levels, and increased product/service offerings to their customers.

Examples of thiscommitment to rurd customersinclude:

1.

In Montana, the Blackfoot Telephone Cooperative acquired nine exchanges totaling
7,000 access lines from US West in 1994.  Since then, Blackfoot has invested

$17 million upgrading switching equipment, ingaling fiber optics, and improving
service offerings. Five years ago, areas that did not have accessto 911, custom

caling features, voice mail, ISDN, DSL, or even smple did-up access Internet,

have them today.

The Montana Advanced Information Network (MAIN), created by the state’s smdl
independent companies and cooperatives, provides fiber optic connectivity and
transport throughout Montana’ s rural areas. Vison Net, Mid-Rivers and Range
Cooperatives who use MAIN’s Network provide interactive video services to

around 0 rurd dtes.  (See Exhibit 2)

Mid-Rivers Teephone Cooperative based in Circle Montana plans to deploy DSL
sarvices in right exchanges during 2000, including Circle, Jordan, Baker, and
Ekaaka, Montana These communities are located in some of the most
sparsely populated territory in the continental United States.  In contrast, US

West currently offers DSL in one Montana community, Helena, the Sate capita

and the Montana headquarters for US West.

MEANS, standing for Minnesota Equa Access Network, recently renamed Onvoy,
was formed by a consortium of smdl independent telephone companies and
cooperatives to offer equal access to rurd telecommunications consumers. The
company provides long distance, Internet service on awholesale and retail basis
throughout rurd Minnesota



5. lowa Network Services (INS) another consortium of rura Telco's and Coops. It
began operation as an equa access provider and is now one of the largest
suppliers of Internet Services in lowa.  Partnered with Touch America is
purchasing GTE srura telephone exchanges totaling over 280,000 access lines,
through a new company, lowa Telecommunication Services (ITS). ITS is
dready offering Internet services in communities where it was not avalable
through GTE.

THE DIGITAL DIVIDE

The concept “Digitd Divide’ refers to an dleged dividing line between that pat of the
population which has access to advanced telecommunication services, principaly high speed
Internet, and those who lack such access. The concept frequently emerges in discussions of
economic development and it is typically tied to rurd versus urban geography, with the distinct
implication that rurd aress are disadvantaged relative to the urban counterpoints because they
do not or will not have access to advanced services.

Touch America, Inc. woud like to offer these thoughts about the Digital Divide:

1 While broadband communication systems reach back over two decades, it has been
only recently that the technology has advanced to the point that it can be
employed a the smdl business or individual consumer level. At that, the price
is dill high when compared to services provided over conventiona copper
wireline facilities. As the demand for advanced telecommunication services
accderates and, if competition is dlowed to continue, prices will decrease and
access to, and the use of, such services will increase.

Physcdly, the larget impediment to the provison of advanced
telecommunication services is the “last mile connectior” between the consumer
and the tdecom network. There are severd promisng technologicd
devdopments, including hybrid co-axid cableffiber sysems microwave
wirdess sysems, incuding PCS and LMDS applications, and, ultimately,
satellite systems that can close the last mile gap.

On thisissue, a certain amount of patience is required. Remember that it took
close to fifty years after its invention before conventiond telephone technology
became a sgple in America’s businesses and homes.  Public policy has not
faled nor has America’'s tedecommunication industry, because high speed
Internet access is not linked to the mgority of the nations computers, four years
after the passage of the Telecommunication Act.

2. While this company is fundamentaly suspect of the concept of aDigital Divide, if such a



phenomenon exigts, we see it primarily as a cultura or socioeconomic issue
rather than one based in geography. Such a divide ultimately will be between
those who want advanced telecommunication services and those who do not;
those who have the background and experience to use such services and those
who do not. In the near term, prices may be somewhat of an issue, but
telecommunication services are becoming increasingly “commoditized”. Prices
in red terms are dropping, and consumers will have access to advanced
sarvices a reasonable rates. That has aready occurred in the long distance
business and the Internet is not far behind.

In public policy discussons about advanced telecommunication services, there
gppears to be an assumption that a large, unserved demand exists for these
Services.

| recently visted with the manager of the Mid-Rivers Coop, the firm that, as
previoudy mentioned, plans to offer DSL sarvices in eght rurd Montana
communities this year. He indicated that the company’s DSL investment plans
were somewhat of a legp-of-faith in as much, it did not have a clear picture of
the degree of customer demand, in the short term. At Touch Americawe don't
see “unserved tedlecommunication needs’ so much as an “emerging demand”
that will grow as businesses and individuds become more skilled with and
experience the utility of advanced services.

The phrase from the movie “Fidd of Dreams”, “if you build it they will come”
may be gpplicable to tedecommunication services though certain investors in
faled technologies might question thet premise. But, from a public policy
perspective, it is equaly important to ask over what time period and a what
cost. Again, reference to a more practical perspective and patience isin order.
There is not a uniform need in this society for dl entities to recelve and tranamit
data a gigabit speeds. The telecommunications needs of the country are
evolving as is the indudtry itsdf. And, while there are some didocations in the
marketplace, they are neither large, nor fatd, and they most certainly do not
require amgor adjusment in public policy at thistime.

Telecommunication services are a tool not a panacea.  The immediate presence or
absence of advanced services is not going to make or break the economy of

rurd America. Economic developmert or decline is rardly reducible to asingle
vaiable. The invention of the telephone, which was readily adopted by rurd
resdents neither precipitated nor prevented the decline of the family farm.
Advanced telecommunication services are not a miracle drug for rurd
economies. The rurd economy is primarily a resource extractive economy

based on agriculture, timber, and/or minerd production and the type of
telecommunication services available does not change that fact. We readily



acknowledge that advanced tdecommunication services can provide value to
businesses, governmenta indtitutions, schools, and individuas and, further, that
insuring widespread access to such sarvicesis adesirable god of public policy.
To be effective, public policy needs to be based on a redistic understanding of
its costs and benefits and not move forward based upon hopes and promises.

The Digitd Divide is more of a palitical condruct than a red a telecommunications
phenomenon. It has been seized upon and is being wsed as a springboard by
governmenta agencies seeking to create a role for themsdves within the
telecommunications industry and by certain groups and companies seeking to
undermine the requirements of Section 271 of the Telecommunication Act.

There seems to be no shortage public sector task forces examining the feasibility
of extending the “benefits of advanced tdecommunication services to the
underserved” which usualy means smdl citiesand townsin rurd aress.

As an example, the Bonneville Power Adminidration has announced an initiative
to add fiber optic cable to its eectric transmisson system ogensbly to help
provide advanced telecommunication, services to units of loca government,
schoals, and non-profit inditutions in its service territory.  BPA's trangmisson
lines, like those of investor owned dectric utilities, may run through the
countryside, but they connect cities because that's where the eectric loads
exist. BPA'sfiber optic plan of action, for itsdlf, does little more than duplicate,
the telecommunication networks of companies like Sprint, AT&T, and Touch
America

BPA is not currently preparing to become a retail teecommunication supplier.
That likely would be done by the Public Utility Digricts and REA Coop'sin
direct competition with the rura telephone cooperatives, smdl independents,
and other investor owned telecommunication companies.

The program the BPA is developing leverages the Digitd Divide as a socid
program in an effort to support the BPA's expansion into the competitive
telecommunications markets. Oddly enough while the BPA touts itsdf as the
savior of rurd America, its current fiber optic plans cdl for congruction of fiber
facilities dong the I-5 corridor in some of the most heavily populated areas of
the Northwest.

Another Trgjan Horse in the Digitd Divide discussion is the notion that the
RBOC’s need rdief from the requirements of Section 271 to help provide
advanced telecommunication services. Actudly, if the RBOC s want to provide
advanced services like DSL, they smply need to ingal the equipment on their
exising networks. They do not need to be in the long distance business to



accomplish that godl.
CLOSING

The divedtiture of AT& T darted a process of both reorganizing America s telecommunications
industry and opening it to competition, the benefits of which have been redized by virtudly dl
citizens through improved communication services and/or lower prices. The Telecommunication
Act of 1996 continued public policy emphasis on enhancing competition with the indudry.
Tdecommunication companies are moving aggressvely to upgrade their networks while
improving and expanding service offerings for consumers. The god of Section 706 is being met.
It won't happen ingtantly, but it will happen provided competition is dlowed to flourish.



